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your transportation allowance accord-
ingly and pay any resulting royalties
and late payment interest due;

(8) Temporary storage services. This in-
cludes short duration storage services
offered by market centers or hubs
(commonly referred to as ‘‘parking’’ or
“banking’’), or other temporary stor-
age services provided by pipeline trans-
porters, whether actual or provided as
a matter of accounting. Temporary
storage is limited to 30 days or less;
and

(9) Supplemental costs for compression,
dehydration, and treatment of gas. ONRR
allows these costs only if such services
are required for transportation and ex-
ceed the services necessary to place
production into marketable condition
required under §§1206.152(i) and
1206.153(i) of this part.

(10) Costs of surety. You may deduct
the costs of securing a letter of credit,
or other surety, that the pipeline re-
quires you as a shipper to maintain
under an arm’s-length transportation
contract.

(g) Nonallowable costs in determining
transportation allowances. Liessees may
not include the following costs in de-
termining the arm’s-length transpor-
tation allowance under paragraph (a) of
this section or the non-arm’s-length
transportation allowance under para-
graph (b) of this section:

(1) Fees or costs incurred for storage.
This includes storing production in a
storage facility, whether on or off the
lease, for more than 30 days;

(2) Aggregator/marketer fees. This in-
cludes fees you pay to another person
(including your affiliates) to market
your gas, including purchasing and re-
selling the gas, or finding or maintain-
ing a market for the gas production;

(3) Penalties you incur as Shipper.
These penalties include, but are not
limited to:

(i) Ower-delivery cash-out penalties.
This includes the difference between
the price the pipeline pays you for
over-delivered volumes outside the tol-
erances and the price you receive for
over-delivered volumes within the tol-
erances;

(i1) Scheduling penalties. This includes
penalties you incur for differences be-
tween daily volumes delivered into the
pipeline and volumes scheduled or
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nominated at a receipt or delivery
point;

(iii) Imbalance penalties. This includes
penalties you incur (generally on a
monthly basis) for differences between
volumes delivered into the pipeline and
volumes scheduled or nominated at a
receipt or delivery point; and

(iv) Operational penalties. This in-
cludes fees you incur for violation of
the pipeline’s curtailment or oper-
ational orders issued to protect the
operational integrity of the pipeline;

(4) Intra-hub transfer fees. These are
fees you pay to hub operators for ad-
ministrative services (e.g., title trans-
fer tracking) necessary to account for
the sale of gas within a hub;

(5) Fees paid to brokers. This includes
fees paid to parties who arrange mar-
keting or transportation, if such fees
are separately identified from
aggregator/marketer fees;

(6) Fees paid to scheduling service pro-
viders. This includes fees paid to parties
who provide scheduling services, if
such fees are separately identified from
aggregator/marketer fees;

(7) Internal costs. This includes sala-
ries and related costs, rent/space costs,
office equipment costs, legal fees, and
other costs to schedule, nominate, and
account for sale or movement of pro-
duction; and

(8) Other nonallowable costs. Any cost
you incur for services you are required
to provide at no cost to the lessor.

(h) Other transportation cost determina-
tions. Use this section when calculating
transportation costs to establish value
using a netback procedure or any other
procedure that requires deduction of
transportation costs.

[63 FR 1272, Jan. 15, 1988, as amended at 53
FR 45762, Nov. 14, 1988; 61 FR 5465, Feb. 12,
1996; 62 FR 65762, Dec. 16, 1997; 70 FR 11878,
Mar. 10, 2005; 73 FR 15891, Mar. 26, 2008]

§1206.158 Processing allowances—gen-
eral.

(a) Where the value of gas is deter-
mined pursuant to §1206.153 of this sub-
part, a deduction shall be allowed for
the reasonable actual costs of proc-
essing.

(b) Processing costs must be allo-
cated among the gas plant products. A
separate processing allowance must be
determined for each gas plant product
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and processing plant relationship. Nat-
ural gas liquids (NGL’s) shall be con-
sidered as one product.

(c)(1) Except as provided in paragraph
(d)(2) of this section, the processing al-
lowance shall not be applied against
the value of the residue gas. Where
there is no residue gas ONRR may des-
ignate an appropriate gas plant prod-
uct against which no allowance may be
applied.

(2) Except as provided in paragraph
(c)(3) of this section, the processing al-
lowance deduction on the basis of an
individual product shall not exceed 6625
percent of the value of each gas plant
product determined in accordance with
§1206.153 of this subpart (such value to
be reduced first for any transportation
allowances related to postprocessing
transportation authorized by §1206.156
of this subpart).

(3) Upon request of a lessee, ONRR
may approve a processing allowance in
excess of the limitation prescribed by
paragraph (c)(2) of this section. The
lessee must demonstrate that the proc-
essing costs incurred in excess of the
limitation prescribed in paragraph
(c)(2) of this section were reasonable,
actual, and necessary. An application
for exception (using Form MMS-4393,
Request to Exceed Regulatory Allow-
ance Limitation) shall contain all rel-
evant and supporting documentation
for ONRR to make a determination.
Under no circumstances shall the value
for royalty purposes of any gas plant
product be reduced to zero.

(d)(1) Except as provided in para-
graph (d)(2) of this section, no proc-
essing cost deduction shall be allowed
for the costs of placing lease products
in marketable condition, including de-
hydration, separation, compression, or
storage, even if those functions are per-
formed off the lease or at a processing
plant. Where gas is processed for the
removal of acid gases, commonly re-
ferred to as ‘‘sweetening,” no proc-
essing cost deduction shall be allowed
for such costs unless the acid gases re-
moved are further processed into a gas
plant product. In such event, the lessee
shall be eligible for a processing allow-
ance as determined in accordance with
this subpart. However, ONRR will not
grant any processing allowance for
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processing lease production which is
not royalty bearing.

(2)(i) If the lessee incurs extraor-
dinary costs for processing gas produc-
tion from a gas production operation,
it may apply to ONRR for an allowance
for those costs which shall be in addi-
tion to any other processing allowance
to which the lessee is entitled pursuant
to this section. Such an allowance may
be granted only if the lessee can dem-
onstrate that the costs are, by ref-
erence to standard industry conditions
and practice, extraordinary, unusual,
or unconventional.

(ii) Prior ONRR approval to continue
an extraordinary processing cost allow-
ance is not required. However, to re-
tain the authority to deduct the allow-
ance the lessee must report the deduc-
tion to ONRR in a form and manner
prescribed by ONRR.

(e) If ONRR determines that a lessee
has improperly determined a proc-
essing allowance authorized by this
subpart, then the lessee must pay any
additional royalties, plus interest de-
termined under §1218.54 of this chapter,
or will be entitled to a credit with in-
terest. If the lessee takes a deduction
for processing on Form MMS-2014 by
improperly netting the allowance
against the sales value of the gas plant
products instead of reporting the al-
lowance as a separate entry, ONRR
may assess a civil penalty under 30
CFR part 1241.

[63 FR 1272, Jan. 15, 1988, as amended at 61
FR 5466, Feb. 12, 1996; 64 FR 43288, Aug. 10,
1999; 73 FR 15891, Mar. 26, 2008]

§1206.159 Determination of processing
allowances.

(a) Arm’s-length processing contracts.
(1)) For processing costs incurred by a
lessee under an arm’s-length contract,
the processing allowance shall be the
reasonable actual costs incurred by the
lessee for processing the gas under that
contract, except as provided in para-
graphs (a)(1)(ii) and (a)(1)(iii) of this
section, subject to monitoring, review,
audit, and adjustment. The lessee shall
have the burden of demonstrating that
its contract is arm’s-length. ONRR’
prior approval is not required before a
lessee may deduct costs incurred under
an arm’s-length contract. The lessee
must claim a processing allowance by
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